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effect vanishes towards the end of the observation period. Additionally, robustness checks suggest that approaches solely considering the country-specific tax treatment of distributions for individual shareholders overestimate the tax effects on distribution policy and provide less consistent results in our sample.
The contribution of our paper is two-fold: First, we can draw shareholder group-specific conclusions, as our analysis is based on detailed, firm-specific rather than country-specific data. Thus, our research design combines the approach of large-scale multi-country studies (such as Jacob and Jacob, 2013) with the differentiated consideration of the shareholders' tax status over a long observation period (Schanz and Theßeling, 2012) . Our approach allows us to consider the tax burdens in classical and imputation systems, which is crucial in crosscountry studies (Hegemann et al., 2016) . Second, we extend prior literature by considering the (indirect) influence of the EU framework on distributions. To the best of our knowledge, we are the first to link common European long-term taxation trends with distribution behavior.
Our study implies that the EU common regulatory background induces tax reforms that have fostered neutral taxation across EU member states, even in the absence of explicit law. This paper is structured as follows. Section 2 provides an overview of dividend and capital gain taxation trends against the common European regulatory background. In Section 3, we develop hypotheses based on the literature and the taxation trends in Europe. We derive firmspecific tax preferences and empirically analyze their influence on corporate distributions in Section 4. Section 5 concludes.
Diminishing Tax Advantages for Dividends or Capital Gains in the EU

Regulatory Background
Throughout the world, two different types of corporate tax systems are applied--imputation systems and classical systems. In corporate tax systems, profits subject to distribution are typically taxed on the level of the distributing corporation. The distribution is then taxed on the level of the shareholder, which causes economic double taxation. Imputation systems address this double taxation by providing a (full or partial) tax credit on the shareholder level for the corporate tax paid on the level of the distributing corporation. Classical systems cause more severe investment distortions (Sureth and Langeleh, 2007) . They accept economic double taxation, but often provide some sort of shareholder relief, in the form of a reduced tax rate or tax base, in order to limit the tax burden on distributions. In Europe, both systems have been common.
The European Community law is a crucial driver of corporate tax reforms in the EU. As early member states of the EU, 11 of the 14 countries 1 in our analysis operate under the direct influence of common European regulation over the full observation period from 1990 to 2012.
Although Austria, Finland and Sweden became full members only in 1995, preliminary accession negotiations suggest the influence of European regulation even prior to 1995.
In contrast to indirect taxes such as Value Added Taxes, the European harmonization of (direct) income taxes has shown little progress. The exception to this development-the Parent-Subsidiary Directive 2 -is solely relevant for the taxation of dividends to corporate
shareholders. Yet, European Court of Justice decisions and intensified tax competition across member states due to European integration efforts constitute potential drivers of an implicit harmonization process (Maier and Schanz, 2016) . 1 We analyze the tax systems of all EU member states in the 1990s except for Luxembourg. We excluded Luxembourg, as it is a typical holding location for financial firms that are not in the scope of the analysis. We include the tax systems of Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Netherlands, Portugal, Spain, Sweden, and the United Kingdom. 2 Council Directive 90/435/EEC of 23 July 1990 on the common system of taxation applicable in the case of parent companies and subsidiaries of different member states. The Parent-Subsidiary Directive prevents multiple taxation of dividends with corporate taxes by stipulating a tax exemption or a corporate tax credit for dividends paid to a corporation in a EU member state that holds more than 10 % of a European dividend-paying corporation. Each member state had to implement the directive into national tax law by 1 January 2005.
Although common EU regulation often aims at the non-discrimination of cross-border EU shareholders, the subsequent tax system reforms 3 also have changed the taxation for the domestic individual and corporate shareholders. Beginning with the Avoir Fiscal case (1986), the European Court of Justice pointed out several violations of European law in the member states' tax treatment of cross-border dividends (Graetz and Warren, 2007 
Measurement
Based on Maier and Schanz (2016) , we calculate the shareholders' tax burdens for dividends (t ) and capital gains (t ) for single-tier distributions in each sample country from 1990 to 2012. This approach assumes a corporation earning a standardized profit of one and distributing the after-tax profit in the form of dividends or capital gains 5 to direct shareholders. 6 We differentiate this shareholder to be either an individual or a corporation, since these shareholder groups are subject to different tax regimes. 7 We consider both federal and representative local income taxes, as well as surtaxes. For individual shareholders, we assume the top income tax rate of high-net-worth individuals.
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We apply the measure of King (1974) for the relative taxation of dividends and capital gains (country, shareholder, and year subscripts are suppressed.):
The tax variable relates the after-tax value of a dividend (1 − ) to the after-tax value of a capital gain (1 − ). Values of larger (smaller) than 1 represent a tax advantage in favor of dividends (capital gains). We model the yearly tax variable for each of the 14 countries and the two different shareholder groups. 5 The taxation of capital gains can depend on the holding period. As, however, only long-term invested shareholders rather have preferences for dividends instead of capital gains, we focus on this group and leave out short-term traders, who are interested in capital gains per se. Moreover, we neglect share repurchases as distribution form, because they have been prohibited in many European countries during a major part of our sample period. 6 The calculated tax burdens in year are the sum of the taxes on the level of the distributing corporation in year − 1 and the taxes on the level of the shareholder in year . 7 Due to limited shareholder data availability for the observation period our empirical analysis concentrates on these two most important shareholder groups--individual and corporate shareholders--neglecting other shareholder groups, such as the government, investment funds, or foreign shareholders. 
Evolution
The taxation of dividends and capital gains converges, on average, for both corporate and individual shareholders in the EU (Maier and Schanz, 2016) . Figure 1 
Literature and Hypotheses
Corporations have to take into account their shareholders' preferred profit distribution. They can either pay out dividends or retain cash, which then offers shareholders the opportunity of realizing the earned cash in the form of capital gains 9 by selling shares. Tax research concentrates on the aspect of how taxes on dividends and capital gains influence distribution decisions (König, 1990; Allen and Michaely, 2003; DeAngelo et al., 2008) . Theoretical studies in this field reach ambiguous conclusions when addressing the question of whether or not taxes generally have an influence on distributions. According to the 'old view' or 'traditional view', different tax treatments of dividends and capital gains distorts the distribution decisions in the direction of the tax-favored alternative (Harberger, 1962; Shoven, 1976) . In order to increase shareholder value, corporations consider the tax preferences of their shareholders in distribution decisions. Brennan (1970) concludes that dividend payments cannot be optimal in equilibrium if investors face a dividend tax penalty. In contrast, the 'new view' predicts that changing the distribution taxes has no impact on the distribution decisions of corporations. Auerbach (1979) and Bradford (1981) show that in equilibrium, taxes on future dividends are perfectly capitalized in the share price, so that investors are indifferent between the immediate dividend payment and the realization of a capital gain. 10 Furthermore, tax clientele theory predicts the irrelevance of taxes for corporate distribution decisions, since specific investor clienteles perfectly adapt to the distribution policies of different firms according to their tax preferences (Black and Scholes, 1974 9 Capital gains taxation might cause paradoxal investment effects (Niemann and Sureth, 2013) . 10 While 'old view' models assume financing of investments by newly issued shares, the 'new view' models are based on the assumption of financing with retained earnings (Sinn, 1991; Sørensen, 1995) .
Most of these studies find evidence for substantially higher dividends in response to this reform (e.g. Auerbach and Hassett, 2006; Blouin et al., 2011; Brown et al., 2007; Chetty and Saez, 2005 As taxpayers have to comply with the same tax law within one country, recent publications use multi-country settings with cross-sectional heterogeneity to single out the tax effects. Von Eije and Megginson (2008) report that the probability of paying dividends increases with favorable dividend taxation for a sample of 15 European countries. Focusing preliminarily on individual shareholders, Jacob and Jacob (2013) The empirical literature suggests that taxes are a significant factor in corporate distribution decisions. In line with the 'traditional view' (and opposed to the tax irrelevance prediction of the 'new view' or of the tax clientele theory), corporate distributions should reflect the shareholders' firm-specific tax preferences. Hence, corporations consider the tax status of their shareholders in their distribution decisions in order to increase shareholder value. In an empirical study, we should thus observe:
The distribution policies of European corporations depend on the tax preferences of their specific shareholders.
According to the derived convergence trend of tax advantages for dividends or capital gains induced by tax reforms within member states of the EU during the observation period (1990-2012) we expect:
The influence of the firm-specific tax preferences on corporate distributions diminishes over time due to tax reforms in EU member states.
For testing these hypotheses, we build on the study of Jacob and Jacob (2013) Methodologically, we follow this approach in its basic steps and extend it to firms from 14 EU member states. 13 Maier and Schanz (2016) provide detailed information on the calculation of the tax burdens on dividends and capital gains for both shareholder groups in the 14 countries. We extend the literature by the detailed consideration of firm-specific tax preferences in large scale empirical analyses.
13 Kaserer et al. (2013) also consider several shareholder groups in a European setting. However, they have a different scope than this paper by delineating and focusing on the conflict between shareholders. They present a promising approach of integrating taxes in the literature stream of conflicts between blockholders and minority shareholders.
Empirical Analyses
Sample and Data
Our sample comprises basically all listed firms of the 14 EU member states that are available in the Thomson Reuters® Worldscope database and provide the corresponding accounting and capital market data from 1990 to 2012. We initially start with 256,036 firm-year observations and use strategies for data adjustments similar to Jacob and Jacob (2013) .
In accordance with prior research, we restrict our analysis to non-financial and non-utility firms using the Standard Industrial Classification (SIC) codes, since financial and utility firms have different motives and regulatory requirements for distribution decisions (e.g. Blouin et al., 2011; Chetty and Saez, 2005) . We lose 81,558 observations. By restricting our sample to firm observations that have total assets of more than EUR 10 million, we eliminate micro listings (Baker et al., 2003) with 13,698 firm-year observations.
In order to control for potential data errors, we drop 3,932 firm-year observations if dividends exceed the market capitalization, or if they are negative. We also exclude 4,894 firm-year observations with a return on total assets (pretax income / total assets) or a Tobin's q (market capitalization / common equity) or a share price development exceeding the values + / -50.
18,015 observations with a percentage of closely held shares or a cash rate (cash / total assets) greater than 100 % or retained profits that contribute to more than 100 % of the equity, as well as negative contributions, are also dropped. We complement our firm-specific data with macroeconomic country-specific data. The gross domestic product (GDP) data, institutional ownership data, and data about seniors in the population come from the OECD-iLibrary of the Organisation for Economic Co-operation and Development (OECD). World Bank data about the education level in a country complete our macroeconomic variables.
We winsorize our variables at the 1 st and 99 th percentile of the observations. Furthermore, we restrict the analysis to firm-year observations with non-missing values for the specified variables in our panel regression analyses. However, we do not require complete data for the firm over the whole observation period, to avoid a potential survivorship bias. Due to missing data for 105,161 firm-year observations, the final sample comprises 28,788 firm-year observations and 3,991 firms (see Table 1 ). The UK has the biggest share of corporations and observations in the sample. This economy has a long tradition of equity markets financing compared to, for instance, Germany that traditionally relies on financing via banks.
Approximately half of the firms in the sample are manufacturers; service firms and trade firms are further important industries.
INSERT TABLE 1 ABOUT HERE
Methodology
We employ ordinary least squares (OLS) with firm fixed effects on our panel data in order to determine the influence of tax preferences on corporate distributions across the 14 EU member states. We estimate our panel regressions with heteroscedasticity-robust standard errors that are clustered on the firm level (Petersen, 2009) . Our specification of the empirical model closely follows Jacob and Jacob (2013) choosing firm-specific and country-specific control variables. However, we apply our firm-specific tax variable that accounts for the single firm's shareholder structure. Accordingly, we estimate the model in equation (2) 
The dependent variable is the distribution measure of firm in country and in year + 1.
Distributions are measured as dividend payments scaled by market capitalization ( ). , , and (1 − , , ), for the shareholders of each corporation i in equation (3) for generating the firm-specific tax variable, , (Schanz and Theßeling, 2012) :
The remaining independent variables are firm-specific and country-specific control variables for mostly non-tax related effects on distribution decisions. The typical separation of ownership and control in (large) corporations bears the risk that managers could abuse the free cash flows for unfavorable investments in their own interest. Distributing free cash flows to shareholders reduces these agency costs (Jensen, 1986) . However, the agency conflict is mitigated in firms with strong shareholders and creditors. We include the variable (total debt / total assets) and (the percentage of substantially held shares) to control for these agency effects on distributions. The availability of internal resources could drive dividend payments (Moser, 2007; Skinner, 2008) . We therefore include the variables 15 , the pre-tax income divided by total assets, and , capital expenditures divided by total assets. High cash resources ( ℎ), as proxied by the percentage of cash to total assets and a high degree of equity that consists of retained earnings ( ) might foster dividend distributions. Pecking order and lifecycle theories suggest that highgrowth firms with profitable investment opportunities retain earnings instead of making distributions to shareholders (Grullon et al., 2002; Myers, 1984) . To control for growth opportunities, we use Tobin's q ( ), here defined as the market capitalization divided by common equity, and , which measures the development of sales compared to the prior year. In the course of a positive stock price development ( ) 16 , shareholders prefer dividends due to a high potential capital gains tax burden (Lie and Lie, 1999; Moser, 2007) . We include the earnings reporting frequency per year ( ) in order to control for high disclosure standards that might reduce the need for dividend distributions (von Eije and Megginson, 2008) . We lag all these firm-specific control variables by one year in order to address endogeneity concerns. Accordingly, the regression analyses start in 1991.
To control for stock market development effects on distributions, we include the countryspecific natural logarithm of GDP per capita ( ) and the gross percentage of the population with tertiary education ( ) (Jacob and Jacob, 2013) . Hence, more developed economies should also have more developed stock markets, and a highly educated 15 The variable as a proxy for good quality firms also controls for signaling effects. Hence, according to the signaling literature (Hakansson, 1982) , firms signal their quality by making distributions which are too costly for bad quality firms.
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is measured by the development of the stock price to the prior year.
population should have more financial knowledge. This knowledge could foster the degree of stock market participation (Grinblatt et al., 2011; van Rooij et al., 2011) . The degree of institutional ownership, measured as the value of stocks held by institutional investors relative to market capitalization of listed stocks in a country ( ), could influence dividend payments (Grinstein and Michaely, 2005) . We use the corrected anti-director rights index ( ) of Spamann (2010) to control for the quality of institutions that ensure investors' rights. The study of Graham and Kumar (2006) indicates that older investors prefer dividend-paying stocks. Accordingly, we include the variable , which measures the percentage of people over the age of 65 in a country.
By employing fixed effects at the firm level ( ), we control for sticky distribution strategies within a firm and for any time-invariant characteristics, such as the legal traditions in the countries. Industry-year fixed effects ( ) allow to control for correlation of dividend payout strategies within an industry over time.
Summary Statistics
The descriptive analysis (see Table 2 ) shows that the mean dividend yield (Divyield) of a firm in our European sample is 2.99 %. The majority (85.97 %) of the firms pay dividends. Most of the firms in the sample are profitable. As expected, there is a high variation in the variables that are involved with the valuation of capital markets (TobQ and StockTrend).
Multicollinearity across the independent variables seems to be of minor importance in this sample, since the independent variables do not suffer from high correlations between each other (see Appendix 1 for the correlation matrix).
INSERT TABLE 2 ABOUT HERE
Our firm-specific tax variable reveals cross-sectional heterogeneity in the tax preferences across firms. In contrast, simplified country-specific tax variable that attributes the tax preferences of individual shareholders to all firms of a country (see Figure 2) shows much lower heterogeneity. In the panel regressions, we are able to exploit the high cross-sectional heterogeneity of .
INSERT FIGURE 2 ABOUT HERE
Results
We find highly significant statistical evidence (at the 1 % significance level) for the influence of tax preferences on the dividend yield, as predicted by hypothesis 1, applying the weighted firm-specific tax variable over the entire observation period (see model specification
(1) in Table 3 ). If dividends are taxed more favorably than capital gains for the firm's shareholders, corporations make higher dividend payments. The economic interpretation of the effect is: a change in this tax variable by one standard deviation (by 22.66 percentage points) increases the dividend yield by 4.37 % of the sample average in the following year.
Our firm-specific tax variables cover both tax reforms and changes in the shareholder structure. A possible self-selection process of shareholders in firms with the preferred distribution policies lowers the incentives for firms to adapt their distribution policies.
However, our analysis still shows that firms adapt their distributions to the tax policy. Thus, these firms' responses support the traditional view that corporations take their shareholders' tax preferences into account and adjust their distributions to a certain extent.
INSERT TABLE 3 ABOUT HERE
Most of the control variables have the expected signs and are statistically significant.
Profitable firms pay more dividends, while firms with a high percentage of substantially held shares pay fewer dividends. Growth opportunities measured by Tobin's q and a positive sales trend have a negative effect on dividend payments. Surprisingly, the percentage of seniors in a country has a very strong negative impact on dividend payments. We assume that this variable controls for further important macroeconomic effects than originally intended. A higher percentage of seniors might be an indicator for how developed a country is. In these countries, capital markets could also be more developed and efficient, which decreases the need to payout dividends in order to protect claims.
Our prior analysis of the EU member states' tax systems suggests convergence of the taxation of dividends and capital gains for individual and corporate shareholders in the recent years of the observation period. This trend should be reflected in the firm-specific tax preferences and the distributions in our sample. We are able to provide descriptive statistics supporting the hypothesis 2 of diminished influence of taxation on firm-specific distribution decisions.
Accordingly, the median firm-specific tax variable (see the development of the box plots over time in Figure 3 ) converges to 1, which represents no preference for either dividends or capital gains.
From a tax perspective, European firms are, on average, indifferent in distribution decisions in the last years of the observation period. The variation of the firm-specific tax variable decreases dramatically, and the vast majority of firms accumulate around the value of 1.
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For analyzing the diminished influence of taxation in our panel regression, we present a sample split, which is in line with, and not opposed to, hypothesis 2: if the sample is restricted to only the last six years of the observation period (2007) (2008) (2009) (2010) (2011) (2012) , the significance of the tax effects on dividends disappears for both tax variables (see model specifications (3) in Table   3 ). We choose this period because In summary, taxation has become a less important factor in the distribution decisions of European corporations.
Robustness Checks and Limitations
We test whether alternative simplified specifications, which only account for country-specific tax preferences of individual shareholders, are sufficient for providing equivalent basic results for tax effects on distributions in Europe. As individual and corporate shareholders have (temporarily) opposing tax preferences for dividends and capital gains in the EU, restricting the analysis to the tax status of individual shareholders as a simplification could distort the identification of tax effects on distributions. Nevertheless, our empirical analysis suggests similar basic results between the firm-specific tax variable (0.5760***) and the simplified modeling of the tax preferences with the country-specific tax variable (1.1619***) in the observation period from 1991 to 2012. Both tax variables indicate a highly significant influence of taxation on the distribution policy of corporations. However, simplified modeling overestimates the tax effects on distribution policy by far. For the simplified specification, one standard deviation of the country-specific tax variable increases the dividend yield by 7.75% of the sample average in the following year.
This effect exceeds the effect (4.37%) that is measured with the firm-specific variable by 77%. Compared to the tax effects (more than 10%) documented by Jacob and Jacob (2013) for their worldwide sample with a comparable simplified approach, we find smaller effects for our European sample.
INSERT TABLE 4 ABOUT HERE
In Table 4 , we also split the baseline regression model in the period 1991-2006 and 2007-2012 in order to reveal differences between the firm-specific and the simplified countryspecific approach. While the detailed approach (specification (1a) and (2a)) provides consistent results, the simplified approach (in specification (2b)) reports highly significant tax effects in the period 2007-2012, although the differences in taxation have diminished over time. Again, the simplified approach seems to overestimate tax effects.
We test our empirical model with an alternative dependent variable. Regressing on a dummy variable that indicates whether the firm is a dividend payer with a logit model for panel data, we still derive consistent results. We address concerns about neglecting the tax preferences of foreign shareholders in our tax variable. Therefore, we exclude all firms with substantial foreign shareholdings, i.e., if the 18 See a comparison of the baseline model (specification (1); also presented in Table 3 ) and the logit model (specification (2)) in Appendix 2. Note that the integration of industry-year effects in the logit model decreases the number of observations. However, we still find a significant influence of taxation on distributions in the period 1991-1996. 19 Data come from Thomson Reuters Datastream®. Tests are not presented in the paper. 20 See specification (2) without country-specific macroeconomic control variables in Appendix 3.
percentage of foreign shareholders of one observation is higher than 10 % (with ThomsonFinancial® data that start in 2002). 21 Our baseline results do not change, which
indicates that the results are not driven by the tax preferences of foreign shareholders.
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Regarding our split samples (1991-2006; 2007-2012) , we had chosen the cut-off year to be 2006, because this was the last year where Spain applied the imputation system. Afterwards, there were no further tax system reforms in our sample; the United Kingdom remains as only country with a (still applied) imputation system. Moreover, this was the year in which the median firm-specific variable dropped to a value around 1.0. Nevertheless, one could argue in favor of other cut-off years. For example, Figure 3 could also suggest a sample split after 2007. This split leads to the same basic results like the presented split after 2006 (results not reported). However, our goal is to reveal a general development and it is not to identify a perfect cut-off, since we lack a clear cut event.
In our split sample analysis, the reason for the disappearance of the tax effects is not the reduced number of observations in the sample restricted to 2007-2012: We find highly significant tax effects (coefficient : 1.1402***) if we run the regression in the first six years of the observation period from 1991-1996 with only 6,487 observations. Data availability remains a limiting factor for this analysis. As one example, we have to ignore possible announcement effects of these tax reforms due a lack of data. Moreover, our results do not necessarily apply to firms that are not traded in capital markets, since we are not able to run empirical tests for non-listed firms. Nevertheless, we do not expect that tax preferences depend on the listing in capital markets. Although our modeling of the tax law is more detailed than prior approaches, individual features of every single shareholder, such as loss carry-forwards for capital gains or the specific holding period of the stock, could influence the tax preferences of this shareholder. However, it is questionable whether corporations are aware of--or react to--this information when making the distribution decision.
Conclusions
Despite the lack of a harmonized European Union income tax law, we observe that the corporate tax systems of EU member states underlie an alignment trend. Court of Justice decisions have driven EU member states to adopt more similar corporate tax systems, and thus, to align the tax treatment of corporate profit distributions-dividends and capital gains.
The analysis of the tax systems of the 14 European countries shows that individual and corporate shareholders have had, on average, opposing tax advantages for dividends and capital gains in the 1990s. However, tax reforms in Europe, which are under the influence of the European Court of Justice, the EU-Parent-Subsidiary Directive and peer group pressure, have then reduced these differences-and the taxation of distributions has converged.
Imputation systems tend to disappear, and classical systems with reduced rates on the shareholder level have replaced the former tax systems. Based on our empirical analysis, we find a significant influence of the tax preferences of both individual and corporate shareholders on dividend payments at the beginning of the observation period. Following the convergence trend in the taxation of distributions, we do not find empirical evidence for tax effects on distribution policies in the recent years of the observation period. Thus, our analysis reveals that a common regulatory European Union framework, even in the absence of explicit common European Union income tax law, can affect corporate distribution decisions and foster neutral taxation across EU member states. Table 3 ) with the logit model (specification (2)). Divdummy indicates whether a firm is a dividend payer (value of 1, 0 otherwise) and is the dependent variable in the logit model. Other variables are defined as in Table 2 . Firm-and industry-year fixed effects (FE) are included in all regressions. Robust standard errors that are clustered on the firm level for the baseline model are in parentheses (*** p<0.01, ** p<0.05, * p<0.10). The prefix l1 indicates that the variable is lagged by one year. Table 3 ) with the model without macroeconomic control variables (specification (2)), and with the same model with a different sample that excludes firms with substantial (>10 %) foreign ownership (specification (3)). We run all regressions over the entire observation period and from 2007-2012, as in Table 3 . Other variables are defined as in Table 2 . Firm-and industry-year fixed effects (FE) are included in all regressions. Robust standard errors that are clustered on the firm level are in parentheses (*** p<0.01, ** p<0.05, * p<0.10). The prefix l1 indicates that the variable is lagged by one year. 5 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 List of Tables   Table 1. Sample Overview Table 2 reports the summary statistics for the dependent payout variable Divyield, which is defined as the amount of dividends paid relative to the market capitalization of a firm, for the different tax variables, and for the control variables. is the firm-specific weighted tax variable of the modeled tax preferences of individual shareholders ( ) and corporate shareholders ( ). is an alternative firm-specific measure that takes the values of if more than 50 % in a firm are considered as corporate shareholders.
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